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INDEPENDENT AUDITORS' REPORT

Board of Directors
HLH Securities, Inc.
Newport Coast, California

We have audited the accompanying statement of financial condition of HLH Securities, Inc. (an
S Corporation) as of December 31, 2004, and the related statements of income, stockhoider's equity, and
cash flows for the year then ended. These financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial statements based on our
audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of HLH Securities, inc. as of December 31, 2004, and the resuits of its operations and its
cash flows for the year then ended in conformity with accounting principles generally accepted in the
United States of America.

Our audit has been made for the purpose of forming an opinion on the basic financial statements taken as
a whole. The information contained on pages 8, 9, and 10 is presented for purposes of additional
analysis and is not a required part of the basic financial statements but is supplementary information
required by Rule 17a-5 of the Securities and Exchange Commission. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly stated in all material respects in reiation to the basic financial statements taken as a
whole.
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HLH Securities, Inc.
Statement of Financial Condition
Year Ended December 31, 2004

Assets
Current assets:
Cash
Accounts receivable
Due from officer
Total current assets

Fixed assets, net

Total

Liabilities and Stockholder's Equity
Current liabilities:
Stockholder's equity: .
Common Stock, no par value, 10,000,000 shares authorized,
10,000 issued and outstanding
Retained Earnings

Total stockholder's equity

Total Liabilities and Stockholder's Equity

The accompanying notes are an integral part of these financial statements.
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$ 46,829
3,100

2,967

52,896

1,474

§ __ 54370

6,180
48,190

54,370

$ 54,370




HLH Securities, Inc.
Statement of Income
Year Ended December 31, 2004

Income:
Consulting Income
Reimbursed Expenses

Total Income

Operating Expenses:
Donation
Regulatory Fees
Consulting Expense
Dues and Subscriptions
Professional Fees
Miscellaneous Expense

Total Operating Expenses

Net income

The accompanying notes are an integral part of these financial statements.
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287,205
2,500

289,705

440
2,435
266,860
4,605
4,175
65

278,580

11,125




HLH Securities, Inc.
Statement of Stockholder’s Equity
Year Ended December 31, 2004

Total
Common Retained stockholder's

stock earnings equity
Balance at December 31, 2003 $ 6,180 $ 37,065 3 43,245
Net income 11,125 11,125
Balance at December 31, 2004 3 6,180 3 48,190 $ 54370

The accompanying notes are an integral part of these financial statements.
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HLH Securities, Inc.
Statement of Cash Flows
Year Ended December 31, 2004

Cash flows used for operating activities:
Net income

Changes in assets and liabilities:
(increase) decrease in Assets and Liabilities:
Accounts receivable
Accounts payable and accrued expense
Total adjustments
Net cash used for operating activities
Cash flows used for investing activities:
Advances to officer
Acquisition of property and equipment

Net cash used for investing activities

Cash flows used for financing activities:
Payments on notes payable to stockholders

Net cash used for financing activities
Net decrease in cash
Cash, beginning of year

Cash, end of year

The accompanying notes are an integrai part of these financial statements.

STONEFIELD
@" JOSEPHSON inc.

11,125

(3,100)

(138,593)
 (141,693)

(130,568)

(2,967)

(1,474)

(4,441)

(2,500)

(2,500)

(137,500)

184,338

46,829




HLH Securities, Inc.
Notes to Financial Statements
Year Ended December 31, 2004

(1)

(2)

General and Summary of Significant Accounting Policies:
Business Activity

HLH Securities, Inc. (an S Corporation), (the “Company”) was formed on August 29, 1988 in the
State of California. On June 9, 1992, the Company merged with a Nevada corporation. The
surviving corporation bears the same name, but is now a Nevada corporation. The Company is
principally engaged in the business of structuring investments to be offered primarily to pension
funds and/or other institutional investors. The Company is a member of the National Association
of Securities Dealers (NASD) and the Securities Investor Protection Corporation (SIPC).

The Company conducts business on a fully disclosed basis whereby the execution and
clearance of trades are handled by another broker/dealer. The company does not hold customer
funds and/or securities.

Use of Estimates

The presentation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting period. Actual results could differ from those
estimates.

Income Taxes

The Company, with the consent of its Stockholder, has elected to be an S Corporation and
accordingly has its income taxed under Section 1372 of the Internal Revenue Code, which
provides that in lieu of corporate income taxes, the Stockholder is taxed on the Company’s
taxable income. Therefore, no provision or liability for Federal Income Taxes is included in these
financial statements.

Revenue Recognition

The Company recognizes retainer revenue for consulting services upon engagement or over the

specific period of engagement, if applicable. Success fees are recognized upon the execution of
the transactions relating to those fees.

Major Customer:

All income was earned from one customer during the year 2004.

STONEFIELD
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HLH Securities, Inc.
Notes to Financial Statements
Year Ended December 31, 2004

(3) Related Party Transactions:

During the year ended December 31, 2004, the Company received reimbursement of expenses
from business partners totaling $2,500.

(4) Undue Concentration of Risk:

All consulting income of $287,205 is principally from one source.

(5) Computation of Net Capital:

The Company is subject to the Securities and Exchange Commission Uniform Net Capital
Rule(SEC rule 15¢3-1), which requires the maintenance of minimum net capital and requires
that the ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1.
Net capital and aggregate indebtedness change day to day, but on December 31, 2004, the
Company had net capital of $46,829 which was $41,829 in excess of its required net capital of
$5,000; and the Company'’s ratio of aggregate indebtedness ($0) to net capital was 0 to 1, which
is less than the 15 to 1 maximum ratio allowed for a first year broker/dealer.
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HLH Securities, Inc.
Computation of Net Capital and Net Capital Requirement
Year Ended December 31, 2004

Computation of net capital

Total stockholder's equity $ 54,370
Less: Non allowable assets .
Accounts Receivable (3,100)
Fixed Asset (1,474)
Due from Officer (2,967)
Net Capital $ 46,829

Computation of net capital requirements

Minimum net capital requirements:

12.5% of net aggregate indebtedness ' $ 0
Minimum dollar net capital required 5,000
Net capital required (greater or above) 5,000
Excess net capital $ 41,829
Percentage of aggregate indebtedness to net capital 0:1

There was a material difference in the net capital computation shown here and the net capital
computation shown on the Company's unaudited Form X-17A-5 report dated December 31, 2004,
See Reconciliation of Computation of Net Capital on page 10.

See Independent Auditors’ Report 8
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HLH Securities, Inc.
Computation for Determination of Reserve Requirements

And Information for Possession or Control Requirements
Year Ended December 31, 2004

Computation for Determination of Reserve Requirements for Brokers and Dealers
Pursuant to Rule 15¢3-3 under the Securities and Exchange Act of 1834

The Company is exempt from the provisions of Rule 15¢3-3 under the Securities Exchange

Act of 1934, in that the Company’s activities are limited to those set forth in the conditions
for exemption appearing in paragraph (k)(2)(ii) of the Rule.

Information for Possession or Control Requirements Pursuant to Rule 15¢3-3 under
the Securities and Exchange Act of 1934

Not applicable

See Independent Auditors’ Report
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HLH Securities, Inc.
Reconciliation of the Computation of Net Capital
Year Ended December 31, 2004

There is a difference between the computation of the net capital under net capital. SEC. Rule
15¢3-1 and the corresponding unaudited focus part |1A.

Net capital per unaudited statements $ 46,877
Total adjustments (48)
Net capital per audited statements 3 46,829
See Independent Auditors' Report 10
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OATH OR AFFIRMATION

I, Howard Hull, affirm that, to the best of my knowledge and belief, the accompanying financial
statements and suppiemental schedules pertaining to HLH Securities, Inc. as of December 31, 2004,
are true and correct. | further affirm that neither the Company nor any officer or director has any
proprietary interest in any account classified solely as that of a customer.

Q) Shuls

Signature

2 LRA&JW

Titie

State of California

County of _ Oreprses=s
On___dpr. /(’/’/' 2005~ . before me, éWM %@/

g/' Personally known to me
Proved to me on the basis of satisfactory evidence

To be the person(s) whose name(s) is/are subscribed to the within instrument and acknowledged to me
that he/shefthey executed the same in his/her/their authorized capacity(ies), and that by his/her/their
signatures(s) on the instrument the person(s), or the entity upon behalf of which the person(s) acted,
executed the instrument ‘
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL
REQUIRED BY RULE 17a-5 OF THE SECURITIES AND EXCHANGE COMMISSION

Board of Directors
HLH Securities, Inc.
Newport Coast, California

In planning and performing our audit of the financial statements and supplemental schedules of HLH
Securities, Inc. as of December 31, 2004, we considered its internal control, including control activities for
safeguarding securities, in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to:provide assurance on the internal control. -

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (the “SEC"), we have
made a study of the practices and procedures followed by the Company, including tests of such practices
and procedures that we considered relevant to the objectives stated in Rule 17a-5(g), in making the
periodic computations of aggregate indebtedness (or aggregate debits) and net capital under Rule
17a-3(a)(11) and for determining compliance with the exemptive provisions of Rule 15¢3-3. Because the
Company does not carry securities accounts for customers or perform custodial functions relating to
customer securities, we did not review the practices and procedures followed by the Company in any of
the following:

1. Making the quarterly securities examinations, counts, verifications, and comparisons, and the
recordation of differences required by rule 17a-13

2. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System

3. Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers required by rule 15¢3-3

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of
controls and of the practices and procedures referred to in the preceding paragraph and to assess
whether those practices and procedures can be expected to achieve the SEC’s above-mentioned
objectives. Two of the objectives of an internal control structure and the practices and procedures are to
provide management with reasonabie but not absolute assurance that assets for which the Company has
responsibility are safeguarded against loss from unauthorized use or disposition and that transactions are
executed in accordance with management's authorization and recorded properly to permit the preparation
of financial statements in accordance with accounting principles generally accepted in the United States
of America.

Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the preceding
paragraph.
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Because of inherent limitations in internal control or the practices and procedures referred to above,
errors or irregularities may occur and not be detected. Also, projection of any evaluation of them to future
periods is subject to the risk that they may become inadequate because of changes in conditions or that
the effectiveness of their design and operation may deteriorate.

Our consideration of the internal control structure would not necessarily disclose all matters in the internal
control structure that might be material weaknesses under standards established by the American
Institute of Certified Public Accountants. A material weakness is a condition in which the design or
operation of the specific internal control structure does not reduce to a relatively low level the risk that
errors or irregularities in amounts that would be material in relation to the financial statements being
audited may occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions. During the course of our audit we noted certain matters which we
consider to be material weakness. The matters noted related to the fact that the Company’s accounting
records did not agree to the account balances which resuited in adjustments to the effected accounts.
These matters have been directed to the Board of Directors. We noted no other matters involving the
internal control, including control activities for safeguarding securities, that we consider to be material
weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with
the Securities Exchange Act of 1934 and related regulations and that practices and procedures that do
not accomplish such objectives in all material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the Company’s practices and procedures
were adequate at December 31, 2004, to meet the SEC's objectives.

This report is intended solely for the information and use of the Member, management, the SEC, and
other regulatory agencies that rely on rule 17a-5(g) under the Securities Exchange Act of 1934 in their
regulation of registered brokers and dealers and is not intended to be and should not be used by anyone
other than these specified parties.
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